Abstract: This paper analyses the impact of fiscal and political decentralisation and other political conditions on regional productivity inequalities. Although the influence of decentralisation on economic growth has received some attention form researchers in recent years, very few studies deal with its impact on regional inequalities. We analyse the relationship between different measures of regional inequalities in productivity, and various dimensions of political and fiscal decentralisation for a sample of nineteen OECD countries. It could be argued, however, that decentralisation is more relevant in large countries, where political power could be far removed (not only in distance, but also in other economically relevant senses) from peripheral regions. To check this hypothesis we will, in addition, work with a reduced sample of small countries, while controlling for other possible influences by widening the analysis to includes measures of public sector size and the type of governing party.
Abstract: This paper analyses the impact of fiscal and political decentralisation and other political conditions on regional productivity inequalities. Although the influence of decentralisation on economic growth has received some attention form researchers in recent years, very few studies deal with its impact on regional inequalities. We analyse the relationship between different measures of regional inequalities in productivity, and various dimensions of political and fiscal decentralisation for a sample of nineteen OECD countries. It could be argued, however, that decentralisation is more relevant in large countries, where political power could be far removed (not only in distance, but also in other economically relevant senses) from peripheral regions. To check this hypothesis we will, in addition, work with a reduced sample of small countries, while controlling for other possible influences by widening the analysis to includes measures of public sector size and the type of governing party.
The results suggest a strong negative correlation between decentralisation, mainly fiscal decentralisation, and regional inequalities, which holds almost invariably for the reduced sample of small countries.
Introduction: politics and economic performance
Although most economic growth theories have concentrated on capital and technology, there is a rich tradition in the analysis of non-economic factors of growth. Schumpeter (1954) , for example, draws special attention to the role of entrepreneurship in generating wealth with his notion of creative destruction. Kuznets (1966) studies the influence of factors such as social and political structure. Development economists like Myrdal (1957) suggested the relevance of political conditions in the study of growth.
It is in the last two decades, however, that there has emerged a widespread and increasing interest in the relationship between politics and political conditions on the one hand and economic performance on the other. Aspects such as political stability, the size of the public sector or fiscal policy measures are becoming common in growth regressions. Barro (1990 Barro ( , 1991 is one of the social scientists that have paid more attention to the relationship between political conditions and economic growth.
However, in most models, which are embedded in the neoclassical economic theory, social and political factors play only a secondary role, capital accumulation being the main driving force for growth. In this context, few political and social indicators are robustly correlated with growth (Levine and Renelt, 1992) . But the fragility of the results concerning social, institutional and political indicators may well be due to this supporting role (Rodriguez-Pose, 1998) . The presence of capital investment or capital stock variables may well distract from the relevance of social and political indicators. The close correlation between productivity or productivity growth (the endogenous variables), and capital stock or capital investment (the main exogenous variables), which are directly related and are probably, both the cause and the result of economic growth, may distract from the relevance of those variables that create the conditions needed to fuel a virtuous circle of growth and investment. Thus, Rodriguez-Pose (1998) argues that there is a need to consider social political and even cultural factors as principal actors in the process of economic growth. National economic performance have usually being identified with national growth. But most countries pursue other relevant economic objectives, such as reducing personal and regional inequalities in income or productivity. In the last decade, especially since the publication of the article by Barro and Sala (1991) , and in an attempt to test the neoclassical growth theory, there has been a marked increase in the number of studies analysing regional disparities. The main aim in most of these works was not to explain their level or their evolution, but to prove or reject the hypothesis of productivity convergence predicted by the neoclassical model. Institutional, political or social variables were usually omitted in this kind of study, where it was argued that regions within a country share common political and social institutions.
In this chapter we will try to analyse the influence of some potentially important political variables in the degree of regional inequality among OECD countries. We will focus mainly on decentralization, both political and fiscal, but we will also include two other potentially relevant groups of variables. The first refers to the size of the public sector or its economic impact, the second to the nature of its governing political parties.
A second objective is to ascertain whether main conclusions drawn for the full sample are also true for small countries, defined in terms of population and surface. We think that there are some quantitative, and perhaps qualitative, differences (related to the size of the country) that may generate diverse patterns in the object of our study related to the size of the country.
This chapter continues by examining the debate over the different types of outcome that decentralization could help to generate in economic performance in general, and regional inequalities in particular. We also discuss arguments that could help to explain a potentially different impact of decentralization in small countries. Section 3 deals with the possible influence of other political variables, namely public sector size and parties in government, on regional disparities. This is followed in section 4 by an explanation of the different measures of regional inequality, decentralization and the remaining political variables that we use in the analysis. Empirical results are given in section 5. This is followed by a brief concluding section.
Decentralization and economic performance: theoretical and empirical background
For more than two decades, there has been an increasing interest in decentralisation all around the world. Many developing countries have embarked, or intend to embark, on some form of transfer of political power to local government (see, for example, Dillinger, 1994). Furthermore, decentralisation has become a central issue in the political agenda of developed countries with more consolidated political systems. Belgium became a federal state in 1993 (Oates, 1999) . In the UK and Spain decentralisation is an ongoing process, though not without some measure of controversy. In the EU the regions are increasingly perceived to be the relevant units for implementing political decisions (Tomaney and Ward, 2000) .
There are numerous reasons that might explain this increasing interest in decentralisation. Some of them were identifies by Armstrong and Taylor (2000) . Firstly, the belief in decentralisation as an effective tool for increasing the efficiency of public expenditure. Secondly, the reaction against large centralised bureaucracies in areas such as the EU. The third has to do with the influences of changes that have taken place over the last decades in the way private corporations are managed. The fourth argues that policies designed to stimulate indigenous growth (through the encouragement of small firms, for example) are very difficult to run from the centre. Fifth, and last is the demand for a closer democracy, which could promote public participation in social policy and administration (Tunstall, 2001 ).
Within the main line of comparative political research with an interest in the consequences of federalism and decentralisation there is agreement over the importance of decentralisation issues. Some authors have claimed federalism to be superior to other democratic systems, because it provides a better safeguard for the democratic rights of citizens in general and minorities in particular (Elazar, 1995) . Neo-institutionalist economists have also made the case that certain institutional arrangements encourage individuals to engage in some economic activities more than in others, thereby giving rise to more successful economies (North, 1990) .
It is widely accepted that the three main objectives of the public sector are those initially stated by Musgrave (1959) : efficiency in the allocation of resources, income redistribution and macroeconomic stability. Traditionally, most public economists have agreed that while the first of these functions can be assigned to lower levels of government, the latter two should more appropriately be assigned to the national level. Decentralisation may generate more efficiency, but may also reduce economic stability and aggravate regional inequality. Thus, in recent years these assumptions have provoked considerable controversy.
Emanating from the public choice theory, with roots in the neoclassical school of thought, there is a suggestion that decentralisation could improve efficiency in the allocation of resources by better satisfying the needs and preferences of local citizens, through better knowledge of these preferences (Oates, 1972) . These gains in efficiency would be enhanced with mobility of citizens who could choose to live in the jurisdiction that best matched their preferences. Regions would also have incentives to compete with one another by attracting migrants, making more efficient use of their resources and increasing economic welfare.
However, some authors (Prudhomme, 1995 , Tanzi, 1996 think that preferences among individuals living in a country are quite similar, and that lack of co-ordination among regional governments could reduce efficiency in the provision of some public services. The existence of regional 'spillovers' in the provision of some public goods could also generate an inadequate level of provision.
Keynesian thought supports these arguments. Decentralisation reduces the capacity of central government to use demand policies to alleviate the effects of fluctuations in production and employment. Federal and highly decentralised states would therefore perform worse. Greater centralisation also permits more efficient determination of macro-economic objectives, less diffusion in the utilisation of policy instruments, and a higher degree of co-ordination.
Regional inequalities and decentralisation
The second main drawback traditionally attributed to decentralisation is an unbalanced distribution of resources across regions that might generate increasing economic differences among them. There are several issues that might influence the final outcome. The first is whether or not decentralisation results in more unequal distribution of public resources.
Prudhomme (1995) argues that centralised public sectors will attempt to produce a more balanced distribution by channelling resources from richer areas to poorer ones. Conversely, centralised systems may create unequal distributions of public resources by favouring politically important jurisdictions. The second issue relates to whether centralisation could lead to a higher concentration of private investment. Investors seeking closer ties with politicians and the administration might tend to choose capital regions.
The third point is that decentralisation can provide sub-national officials with the power to actively pursue economic development policies. This will include not only policies better suited to local needs or capabilities, but also several forms of competition among regional and local governments, which may include granting tax privileges and offering other forms of assistance to businesses willing to locate in a particular jurisdiction (Martinez and McNab, 2001 ). It is difficult to assess whether or not they will contribute to reducing regional disparities.
Both lines of argument linking political and fiscal decentralisation and economic performance could also be applied to the level of regional disparities. On the basis of the public choice theory, we might expect less regional disparity in decentralised states. In the first place, the power to control most of the public budget locally could generate more competitiveness among regions, forcing regional governments to deliver services at minimum cost, thus enhancing efficiency. Besides, local governments could be removed if they failed to achieve standards of wealth and economic growth similar to those in the rest of the country. The power to design regional policies tailored to local needs, in an effort to promote employment and productivity, would give local officials the capacity to achieve economic goals. Furthermore, as central government would be more reduced in size, the concentration of political and economic power around the capital region would also be less intense.
From a Keynesian approach, however, the weaker central state would play a less crucial role in redistributing income among regions, and could not use demand-side policies, such as public investment, to promote economic growth in the poorer regions. More diffusion in policies such as education or health could also lead to an increase in disparities among decentralised countries. Related to this is the fact that the benefits of regional policies spill over into other areas. For example, the creation of extra jobs in an assisted region will reduce the amount of unemployment transfers and raise tax revenue, to the benefit of the inhabitants of nonassisted regions (Armstrong and Taylor, 2000) . Other less tangible benefits, such as those of a social or environmental nature, could also spill over the regional boundary. Since there are effects that spread beyond regional borders, totally isolated development policies are likely to produce inefficient levels of regional policy and equalisation among regions.
The two opposing arguments about the impact of decentralisation on regional inequalities sheds no light on the issue that provides the focus of this study: are regional inequalities in decentralised countries greater than, smaller than, or more or less the same as in centralised countries?
We should seek the answer to this question in practical studies. There are hardly any that address this question directly, however. Some national studies (Freinkman and Yossifov, 1999 , for Russia) in countries involved in asymmetric devolution processes find better economic performance in regions with more autonomy. However, it has already been mentioned that another study (Zhang and Zou, 1998) yields the opposite result for China. Tsui (1996) directly addresses the issue of regional inequalities and decentralisation. He finds fiscal decentralisation in China to be related to the rise in disparities in the 1980s. Again though, very special circumstances prevailed during this period of analysis, such as the high level of foreign direct investment in the Special Economic Zones, which are to be found in the richest areas 1 . Also, the devolution process in China is asymmetric, thus leaving some regions with more political and fiscal autonomy than others.
Why small countries could be different?
The second objective of this chapter is to see whether the different indicators of decentralisation, and the two other political variables that will be presented in the next section, have a distinct impact in small countries.
There are several reasons that could justify a divergent result to that obtained with larger countries.
First of all, decentralisation could be less relevant when the political and administrative centre is close to all regions of the country. Politicians in central government may be more aware of regional peculiarities and problems when there are fewer regions (which is the case in small countries) than when there are many. Furthermore, the hypothesis that preferences among individuals living in a country are fairly similar (Prudhomme, 1995 , Tanzi, 1996 could be particularly true when referred to countries with less diversity 2 .
In large countries, meanwhile, a single region may be large enough to create the appropriate conditions to attract investment or to generate endogenous growth. In small economies, if local markets are too narrow in terms of consumption and employment, peripheral regions could face serious difficulties in trying to compete. Investment would tend to concentrate in central regions, those most densely populated and those that house the country's administrative centres. Centralisation would cause economic activity to concentrate close to where political power was located, thus causing even greater aggravation of inequalities than in larger countries.
Finally, the answers to the questions about the influence of decentralisation on regional disparities, and about the possibility of a different outcome of decentralization depending on the size of the country, can only be answered through empirical work. We will initiate the research for the answers to these questions after introducing the other variables that we will consider in our analysis.
Public sector size and parties: their influence on regional disparities
Although the main purpose of this study is to check the influence of different indicators of decentralisation on regional disparities, we will also deal with other political variables, namely those relating to the size of the public sector and the political orientation of the parties in power. The main reason for this is that the omission of potentially relevant variables, especially those that could be correlated with decentralisation, could bias the results. Also, as we are about to explain, there are reasons to suspect that both the size of the public sector and the partisan influence could be correlated with decentralization.
Decentralisation, public sector, and regional disparities
The 'hypothesis of decentralisation', proposed by Brennan and Buchanan (1980) , suggests that decentralisation increases competitiveness among local governments and restrains the growth of the public sector. This hypothesis has been tested by Cameron (1978) Oates ( There are two opposite lines of arguments that could explain the role of the public sector in regional disparities. The first of these would support the hypothesis that a larger public sector could help to reduce inequalities. A public sector with more capacity to fund regional policies could activate the lagging regional economies through subsidies, or infrastructure investment, or financing human capital formation, for example. This type of support would have a long-term impact on regional productivity and employment.
Larger public sectors also have larger social security systems. Public pensions and unemployment benefits reduce disposable income disparities, and may indirectly generate less divergence in terms of employment and productivity in the non-tradable service sector of the poorer regions. Public service salaries are usually similar in all regions, thus high numbers of civil service employees, for example in a public health system or in education, could also help to reduce disparities.
The second argument favours the increasing of disparities, both in productivity and income per capita. Extensive public support for entrepreneurship and the unemployed in the form of subsidies generates fewer incentives to increase the competitiveness of existing firms, to increase human capital or even to accept low-paid jobs. As the lagging regions are the more seriously affected by unemployment and lack of competitiveness (usually in decaying industries), net transfers from the more developed regions could delay the inevitable restructuring of the region.
Parties in government, public sector, and regional disparities
According to the hypothesis of partisan influence on public policy, the existence of a left/right alternative leads to the application of different policies, with different political and economical outcomes. This hypothesis, which is based on the theory of a democratic political market, has been developed mainly in contributions to empirical democracy theory and research on partisan effects, like those of Castles (1982) , Hibbs (1987a Hibbs ( ,b, 1992 , Alesina and Roshental (1995) Hibbs (1987a Hibbs ( , 1987b , economic policy and macroeconomic outcomes such as unemployment and inflation are largely linked to the left or right wing tendency of governments, with the left more intent on pursuing lower unemployment levels, while the right puts more effort into controlling inflation. The increase in public spending in the post-1960 period is also clearly related to the participation of leftist parties in government (Schmidt, 1996) . The correlation between public sector size and growth, and the support found in the literature for the hypothesis that partisan influence on public policy could influence economic outcomes in advanced democratic states, suggest the need to introduce measures of the party composition of government in our analysis.
There are arguments linking regional inequalities with public sector size that could also be adapted to relate regional inequalities to partisan influence. First, the strength of the conservative parties is associated with a weaker social policy. This could lead to an increase in regional inequality resulting from the reduction of transfers to the unemployed (if the lagging regions are the ones with higher unemployment), or more differences in education and health systems, with impact both in the long run (larger disparities in human capital) and in the short run (reduction of the equalising effect of civil service salaries). Implications of the opposite nature, meanwhile, could be related to the presence in government of parties with a more market-oriented ideology (conservatives and liberal) which could reduce the incentives to remain unemployed in the less developed regions, thereby increasing migration (which could help to reduce unemployment and increase per capita capitalisation) and encouraging the mobilisation of endogenous factors.
The impact of both the weight of the public sector in the economy and the party in power in regional disparities could also differ depending the size of the country. For example, unemployment benefits are related to both larger public sector size and the presence of left parties in government. And this income could generate larger distortions in small countries, where barriers to mobility of the work force could be less relevant, than in large ones.
Measures of regional inequality, decentralisation, public sector size and parties in power

Measures of inequality
We will use measures of regional disparities in GDP per worker (GDPpw). Other measures of affluence, such as GDP per capita (GDPpc), are less appropriate for this type of study, because the existence of commuters produces great distortion in some regions. Clear examples of this are Hamburg and Bremen in Germany, the District of Columbia in the USA, and Oslo in Norway. Another disadvantage of GDP per capita is that it is influenced by the age structure of the population and activity rates.
In some countries, mainly federal states, such as Germany or USA, the relevant level of regional aggregation is quite clear. In others, such as
France or the UK, this could pose a problem. In these countries, the use of NUTS1 or NUTS2 levels, giving the same weight to all regions, could lead to widely differing results. We will use inequality indices weighted by employment, so that the level of aggregation does not heavily influence the results (Esteban, 1994) 4 .
It is well known that different indices of inequality are based on alternative ethical assessments. By calculating alternative indices and using them in the analysis, it is possible to ensure that differences between countries are real, and the results robust. In this chapter we will use 'sigma', the standard deviation of the natural logarithms of the GDP per worker, a measure that has become widespread in the analysis of regional disparities in the convergence literature, and also three other measures: Gini, Theil and
Atkinson indices. These are more common in the analysis of interpersonal income disparities, but they have been employed in studies dealing with regional inequalities (Tsui, 1996, and Esteban, 1994) . All of them satisfy the Dalton transfer principle, that is, a transfer from a richer to a poorer region reduces inequality, but they have different degrees of sensitivity. Some of the indices have a high degree of "inequality aversion", thus an increase in the value of a very poor region would have a very large impact in the index.
Other have less inequality aversion, thus an increase in the value for a very poor region would have almost the same impact in the index as that of a region slightly below average 5 .
Atkinson index, A(ε), is really an infinite set of indices, which ranks from "none" to "very high" inequality adversity. A low value of the parameter ε indicates low inequality aversion (with ε=0, A(0)=0). We will calculate Atkinson indices with three different levels of aversion: A(1) has a 4 When the relevant unit is controversial, like in the UK, we have made all the calculations with NUTS 1 and NUTS2 with little significant differences to results. low aversion to inequality, A(3) with a medium aversion, and A(21) with high inequality aversion.
We will present the results for two different samples. The first includes all the OECD countries for which we have been able to gather data on regional GDP and employment, and indicators of decentralization, public sector size and partisan influence. This means that we have data for nineteen countries. The second is a sub-sample of eleven small countries. The distinction could pose problems, but in our case is quite evident that there is a clear cut between Spain (with the smallest population and GDP among the large countries) and the Netherlands (the largest among the small countries in this two indicators). With this distinction we aim to test the hypothesis of the relevance of size when analysing the influence of decentralisation.
In order to avoid distortion in GDPpw generated by the economic cycle, we calculate the indices for the average of the period 1990-1997. Table 1 shows the results of these indices.
[Insert table 1 around here]
The countries that show the greatest regional inequality on most of the indices are Portugal, France, Japan, Italy and Spain. A(21), however, produces quite a different ranking. On this index, Japan, Italy and Spain continues to register the highest regional inequality, but France and Portugal improve considerably. The countries with the least regional inequality are Germany, Sweden, the Netherlands and Switzerland. These indices suggest a relationship between federalism and regional inequalities that we will attempt to confirm in section 5.
On the whole, the ranking is quite similar on all the indices, with the exception of A(21). This idea is further confirmed by the correlation coefficients for these indices, which are shown in 
Measures of public sector size and parties in power
Mention has already been made of previous studies that have found a positive correlation between public sector size and centralisation (at least for developed countries). The detected relationship between regional inequalities and decentralisation may be a spurious correlation, the significant one being the relationship between public sector size or parties in government and productivity inequalities. Table 4 includes 3 variables that measure public sector size, and three others that measure the government profiles.
[Insert table 4 around here]
The results
We begin our research by analysing correlation between the different measures of decentralisation and the alternative indices of regional inequality. As can be seen in The results for the small countries are similar to those obtained for the full sample. Correlation coefficients are even higher and present the expected sign, although the reduction in the sample means that significance levels do not improve. Again, Fiscal Decentralization and Financial
Autonomy are highly significant.
[Insert table 5 around here]
Graph 1 shows the relationship between the most significant measure of decentralisation (Financial Autonomy) and sigma for both the small and 6 We have also checked correlation with other variables that could influence the results, as total GDP, GDPpc, population and average population per region, surface and average surface per region, and the number of regions. The correlation of the relative variables (GDPpc, average population and surface of the regions) with the inequality indices are very close to 0. The variables related to the size of the country (total GDP, population, surface and the number of regions) are slightly correlated with inequality. Thus, there are signs that small regions could be different. In the regressions that follow we have also included the number of regions of the country (the variable with higher correlation with the inequality indices), but the results are not reported, because this variable is not significant and the main results are not altered.
the large countries. As can be seen, the relationship is very similar, but it is more significant for the small countries sample.
[Insert graph 1 around here] Table 6 shows the correlation of the public sector and party in government variables with the inequality indices. Coefficients between variables related to public sector size and those that measure regional inequality are lower than those reported between decentralisation indices and regional inequality, but still favour the hypothesis that a larger public sector could help to reduce disparities. The presence of leftist parties in government is also negatively correlated with the degree of inequalities, with significant values for Left% and Left index. The values for the coefficients of the reduced sample are in this case lower, although they also suggest a positive influence of left wing parties in reducing disparities.
The preliminary conclusion of this survey is that the relationship between decentralisation and regional inequality does not appear to be a spurious correlation resulting from the omission of variables controlling for the size of the public sector or political orientation of parties in government.
This is because correlation is stronger with decentralization (at least fiscal decentralization) than with the other two groups of political indices. In the following pages we will continue our analysis of this relationship, using the multiple regression technique.
[Insert We have also estimated regressions with the three types of variables, and tested the results for multi-collinearity (using the Farrar-Glauber test). The result show that there is a problem of multi-collinearity between public sector size and parties in government (but not with decentralisation).
Autonomy are significant at levels even below 1%. Left% is significant in all the regressions, whilst results for public sector variables are better when including GFE (as percentage of GDP) than when including PSS. Financial
Autonomy is the variable that produces the highest adjusted R 2 , indicating the relevance of regional spending in the process of keeping regional disparities low.
If A (21) is introduced as endogenous variable, results change slightly.
Decentralisation variables and Left% are less significant, and PSS is more relevant. We must keep in mind that this index is mainly determined by the distance between the poorest region and the average, with minor relevance of regional size and the rest of the units. In this situation, the existence of a large welfare state could be important in alleviating the economic situation of small regions that are lagging behind.
We have also tested for differences between large countries and small countries, performing the LM test of structural change (table 7) . There is no evidence that could lead us to suspect that the results are not valid for the sub-sample of small countries. Table 8 shows that the results for the sample of Small Countries. We reproduce only those with fiscal variables, as they have proved the most relevant. These results should be interpreted with great care because of the obvious problem of the lack of degrees of freedom.
Again, we obtain some remarkable results. We might expect a decrease in the significant levels of the decentralization variables, because of the rise in the standard deviations of the errors, but both are significant. Estimated values are higher than in the full sample, suggesting that the role of decentralization in reducing regional disparities is even more important in the small countries. However, the other two groups of variables (public sector size and partisan variables) are less significant, although still with the expected sign.
[Insert table 8 around here]
Conclusion
The main conclusion that may be drawn is that decentralisation, and especially fiscal decentralisation, appears to be linked with lower regional disparities in labour productivity. The relationship between decentralisation and regional equality does not weaken when other explanatory variables related to public sector size and parties in government are included.
Also remarkable is the difference in results that we obtain from different measures of decentralisation. The most significant, which also gives the highest adjusted R 2 , is the one most closely related to fiscal decentralisation. Castles (1999) , in his analysis of the link between decentralisation and economic performance in a sample similar to ours, also found evidence to support the hypothesis that it is fiscal decentralisation rather than political structure that matters.
The consequences of political and fiscal decentralisation are not merely a question of academic concern. Reduction of regional inequalities is one of the most important issues in the regional policy of the EU. If changes in the administrative level at which certain political and budgetary decisions are taken can help to reduce inequalities, it would matter, not merely in the sense that we would know more, but in the sense that we could do more.
Our results suggest also a positive relationship between larger public sector and the presence of left and centre parties in power and a lower degree of regional inequalities.
A second objective of this chapter was to ascertain whether the influence of political factors, particularly decentralisation, on regional disparities could be different in small countries. There were some arguments that might generate doubts about the relevance of the geographical distribution of power in these states. Our results, however, suggest that we can expect decentralisation to have the same degree of positive influence, if not more, in small as in large countries. Although the likelihood of federal governance in small countries could be limited (but not impossible:
Switzerland is a federal state), fiscal decentralization can be achieved without federalization, as the case of Sweden shows. Perhaps devolution to local administrations, instead to regional ones, can be the most reasonable way to locate power close to the citizens and, hopefully, reduce regional disparities in small countries. (1996) . This variable is an additive index where: federalism 0=no, 1=weak, 2=strong; 0=parliamentary, 1=president or collegial executive; 0=proportional representation, 1=modified proportional representation, 2=single-member districts; 0=no second chamber or second chamber with very weak powers, 1=weak bicameralism, 2=strong bicameralism; 0=no referendum or very infrequent, 1=frequent. 3 Lijphart index: scale of federalism as developed by Lijphart (1984) and taken from Schmidt (1996) . The data are standardised arithmetic means of z-transformed indicators of the federalism-unitarism dimension proposed by Lijphart (1984) . Negative values indicate strong decentralisation. 4 Institutional Pluralism, IP: additive index of constitutional safeguards for sub national governance and modes of representations, based on Colomer (1995), and taken from Schmidt (1996) 1973 , 1983 and 1992 , taken from Castles (1999 and calculated from OECD Revenue Statistics. 9 Financial Autonomy, FinAut, measures the proportion of local and regional government final consumption in relation to general government final consumption. Average for years 1960, 1970, 1980 and 1990 , calculated from OECD National Accounts (various years). Financial Autonomy
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